
htriictiirc h r  a r m s  servcd by rural ILECs, as well as for non-rural ILECs, should 

~ncluile inducements for the ILECs and their state regulators to eliminate implicit 

hupport from thcir rate structures. By adopting a structure such as $west's two- 

tiur pi-oposai. the Commission would ensnre that every statc rcceives a reasonablc 

iiinwint of srippurt, and the threat of dcprlvlng the state and its carriers of that  

huppoi-t would cslablish :in ~nducemcnt to climinate implicit subsidics 

Wvstcrn Wircless submits that Ihc Commission should limit ILEC 

i ~ i g h ~ c o ~ c  support unless their basic retail rates for residential universal service 

I C C O L ~ ~  :it least ii min imal  ainoiinl of revenue corresponding to a n  "aCfordable" rate 

under tlic stiitutc 8j/ llriral ILECs typically recover 50% to 75% of their revenues 

f'i.c~m universd srrvice funding and access charges, not from their own customers; 

and a significant tiuinbcr ol' those cilrriers maintain unreasonably low retail 

rates &/ Not only docs this unhealthy dependence on high-cost support and access 

chalgea insulate these carriers from any incentive to he responsive to their own 

consumcrs' needs. I t  alstr means that,  in cases where retail rates are extraordinarily 

&/ 
' ~ a l l ~ ~ ~ ~ l a l ~ i l i t ~  Iw~chmark"  for each geugiaphic area, which the Commisslun relected i n  the Tenth 
0 1 1 c i ~ i t  Rotrond 0,dcr .  7 45 SBC prvpobed selling high.cust support based on the difference, 111 
wrh ;(cogt ~ i p l i i c  arca. Ibctwrvn L ~ C  loi-ward~lotiking cost tic scrvice and an affordnbihty 
b c i i ~ l ~ ~ n a r l ,  delcrmined based on ii percentage ol average household expenditure luvcls See 
S t K '  ( ' ~ m ~ n e r ~ i ~ ,  C(: Dnrkel No 9645. ;it 15-16 (filed Dec 20, 2002) By contrast, Western 
Wircalcss' p ~ o p u x ~ l  hcrv would  i i inp ly  pi-cclirde the d~sbursemtlnt of federal support to cilrrlers 
that rc~covvr ulucasuiiably low rat<-, hclow niinlrnel "offurdalrle" levels, from thew end-users, In 

ordr,i to piotcct c ~ ~ i s i i i n ~ r s  across thc, country from pruvlding unreasonable subsldlcs to such 
ciiiri<.r< The. Commissio~i should seek comment 011 specific implementatlun issues related to 
thib pi(ipo~a1. such as the d c f i m i u m  oi"atl;irdnblc~" rate levels i n  each guographlc area 

3&'ci.' .%?, c g , Ficd W~llinmson & Aasucs , Inc , Comments, CC Docket Nu 96-45 (Joint Board 
1'url.iIiflfCy F ' r w ~ ~ d i i i ~ )  (f i lrd M i i b  5. 2OK3). a1 11-12 (certain rural ILECs in Kansas recuve only 
17",, 01  i he i r  rciw~iie per accc,ss hiir fi(1tn l h c u  ~.nd-user c u ~ t o m e r ~ ,  and the ~ c m a ~ n d e r  from 
iii[c.k41itc .ind iiitrns1;ite ~ C L ' V S S  chargrs ;mi u n i v c ~ s a l  service tunds) 

Thls pruposi  1s diffrrent from, ;ind dist~nguishable from, SRC's proposal regarding a n  
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I o M . ,  c o t i ~ ~ i n i e ~ ~  nruund t h c  country, who pay into the high-cost fund,  arc  being 

l i t ~ l - c c i  L V  prclvitlc. (infairly geiwrous subsidies 

‘l’o he s~irc, r i m 1  ccinsumers are entitled tinder tho Act to rates tha t  arc  

“;iffordablc” ;ind “compnrablc“ to rates :ivailablc clscwhere, with the support of the 

kd r ra l  high-cost un~vcrsal  scrvice program But they are not entitled to subsidized 

r;tteb heloic,  affordable and comparable lovels. Such unreasonably low retail rates, 

rnaint~iinrtl through rcgulalory policies, also pose a barrier to competitive entry. 

Accordingly. Wcstcrn Wircless submits that, in order to create 

~nduccnicnts  to chminatc implictt subsidics, thc level of federal universal service 

support availablc to a carrier would be based upon whether a carrier’s retail rates 

arc’ a t  or above DII “afforrlabll~tv” benchmark. 871 Carriers whose basic retail rates 

are kielow that  benchmark wonld be limited in the amount of support they are  

cl~giblo til receive 

V. THE COMMISSlON SHOULD ESTABLISH RULES THAT 
GRADUALLY PHASE IN THE NEW FORWARD-LOOKING COST- 
BASED SYSTEM AND PROVIDE FOR A REASONABLE TRANSITION 

CVcstcrn Wirclcss rccognizes that it is proposing a significant 

transformatlon In the high-cost univcrsal service system and in the way rural 

IL,ECs aw 1,cgulated. Acrordingly, Wcstcrn Wireless believes tha t  a gradual 

transition plan is nppropriatc, as follows 

-. ~~~ 

H.?i . S w  ( ‘ 3 ,  Spniil Cummenia, CC Dockcl No Ye-45 (Joint Board Portability Proceeding) 
( I l l U d  Lhv ,;, ‘00:1), 31 15~19 
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Fii.st, thc ncw rules should not become effective until 2006, upon the 

~ u p ~ l a t i m  ol’ thc five-year pcriod providcd by the RTF Order, and should apply 

initi:illy only lo competitive E’I’Cs, nun-rural ILECs, and rural  ILECs owncd by 

i~(~lalively I : ~ c  holding coinpanics 

1~ aiiiiillcr rural  ILECs Second, n transitional mechanism should he established 

F i ~ c h  rh:n no carrier’s high-cost support is reduced by more than 20% In any one 

I‘unthng y w r  Thlrd, a “safety net” should be availnhle under which a carricr could 

S ~ C I W ,  t ising clear cntena cstahhshcd i i i  advance, that  it nccds additional support to 

:ivoid hardship 

The rules should he phased in more gradually 

In the KW Order, the Commisslon determlned tha t  the key elements 

of  that plan would remain in  place Lor. a five-year stability period, running through 

oiid-?006 SI Similarly. in the MAG Order, the Commlsslon concludcd that the key 

reatures of thc access charge reform plan adopted 111 that  order should remain in 

place for the sanw five-year period. =/ Western Wneless believes tha t  the Joint 

Hoald and ~ h c  Commission m u s t  keep their promises and dehvcr the regulatory 

stitliilirv that they proniised tu ILECs and cwnpetitive ETCs alike, which is crucial 

for ~nvestnient and economic dclcision-maklng. I-Iowcvcr, it is ccrtainly timely for 

thc Commission t u  begin now t u  lay the groundwork necessary to begin eliminating 
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i C t t ~ ~ ~ ~ f - w t u r i i  rc'giilation a s  of thc cnd of the 5-ycar RTF stahlhty perlod, as  was 

~~lcsag:cd in the RTF Order %/ 

Western Wireless proposes that the ncw system of high-cost universal 

swvicc~ funding  and interstate H C C ~ S S  charge regulation be introduced in 2006, at 

thr r*nd 01 lhc five-ycar per1od of thc 1WF plan, and phased in gradually thereafter. 

Spec1fic;illy. in 2006, the new universal service system should apply only t o  

cuiiipctitivc ETCs, nun-rural ILECs; and rural I L K  study arcas with 100,000 or 

mort lincs 111 ;ill affiliatcd study areas ixrtiunwide and/or 30,000 lines or morc in all 

dfi1i:ited study areas statewide The plan would be extended in  2008 to rural ILXC 

a t u d ~ -  areas with 30,000 or more lines in all affiliated study areas nationwide and/or 

15.000 o r  more lines in all affiliated study arcas statewide, and in  2010 to rural 

1LE.C: study areas with 20,000 or  more lines in all affiliatcd study arcas nationwide 

and/or 5.000 or inorc lines in :ill affiliated study areas statewide The plan would 

i i i ~ l  Iic applied to lhc smallest rural ILECs until 2012. 

I n  ordcr to prevent "rate shuck" tu carriei-8 whosc support pnyinents 

:ire ieduced, Western Wlrcless suggests that, in addition to the gradual 

iinplerireiilation schedule prcrposed above, the plan be implemented In such a way 

tha t  no I L K  study area loses more than a specified percentage (20 or 25 percent) of 

the amount of support it. previously rece~vcd in any one year "Hold-harmless" 

buppurt should tie made available. in addition to the forwadlooking cost.based 

suppnrt, to easc the transition p~ocess Competitive ETCs operating in such a study 
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iii'cii would ~ C C C I V O  a comparablc amount of portable support (on a per-line basls) for 

c ! x h  custmner connection they serve 

Furthcrmorc, ab in the RTF plan, Wcstern Wireless believes that  a 

' s a t q  w t "  supp1rincnt;iry support mech:inism should be available If a carrier can 

lirovr t h t ,  in  its p:rrticul:u circumstanccs, thc amount of support is not sufficient to 

provide th r  Irasic universal S ~ I ~ V I C L ' S ,  an additional safety net or supplemental 

mechanism should he availahle fur a limited period of time Specific criteria for 

such suppleincntal support would have to bc adopted in advance. Thls would 

p i a c n r  r a w  shock and unduly rapid transitions for the KLECs, whlle ensuring an 

~ ~ r c l c r l y  change to the system bascd on forward-looking costs. 

VI. THE COMMISSION SHOULD FURTHER REFORM RLEC 
INTEKSTATE ACCESS CHARGES TO FULLY ELIMINATE IMPLICIT 
SUBSIDIES 

As par t  0 1  its ehmlnahon of ROK regulatlon OS the RLECs, the 

(~(inimission should seek coniincnt on changes to the interstate access charge rules 

SpcciSicallg, the Commlsslon should consider rate structure rule changes necded to 

reh;~iancc the r.:ites charged by BOK carricrs and eliminate all implicit subsldles 

c,mbddcd 111 those carriers' interstate access charges a/ The Commlssion should 



i1kO i n O d i &  its 1JDllClOS reg:irding access charge rafe levels of ILJXs currently 

h u h ~ c r t  to ROLt regulation These policy changes should be coordinated with lhe 

C ~ I I I ~ I I I S ~ I ~ I ~ ~ S  broader effoi.ts to  rcforin and harmonize the rules governing intcr- 

~ i r r i c ~ r  conip,cns:ilion 

Ikst ,  the Commission should significantly incrcasc or climinatc 

nltugc~thcr the caps on subscriber line chargcs (“SLCs”), which preclude 1LECs from 

rc~covering the flill cost of‘ loops from end-users. The Commission has  long 

wciignized t,hat ILECs incnr loop costs on a non-traffic sensitive basis, tha t  the most 

cc~nuni~ca l ly  cfficicnt way to recover those costs is on a non-traffic sensitive basis 

tram the cost-causers (end-users); and that SLC caps constitute an lmpliclt subsidy 

from accesti ciistrrmers (and universal serwce contributors who pay into thc ICLS 

fund)  to csnd users The Conimlssion should put an end to such implicit subsidics 

This docs not ncccssarily have to  lead to an increase in  the rates charged to end- 

iisci’h 

;is SLC c:rps to ensure that cnd-user rates are reasonable and affordable, the 

Coinniission should instead use forward-lookmg cost-based universal service 

support tu achicvc reasonable end-uscr rates ~ but only to the extent nceded, and 

only rrn w crrni~etit~vely-neutral basis 

H o w w c r ,  rather than relying h e a d y  on implicit subsidy mcchanisms such 

Second, thc Cornniissi(in should seek comment on other ratc structure 

ctiangcs lo  ellmiiiate i rnpl ic~t  subsidies from the interstate access rate structure, 



such as  i.hc rulc that local switching costs bc rccovercd from long-distance carrlers 

on i~ traffic-sensitive hasis ‘The Commission has recognized tha t  ILECs incur the 

cost ufthe ‘-port” coinponcnt of local switching on a non-traffic sensitive basis, and 

niaii\ partics haw argiicd thal. thc rcmaindcr of local switching costs are largely, or 

pcissibly cntircly, noli-traffic sensitive. %/ If these arguments are  correct, then 

soiii(’ or all ol‘thc local switching charges currcntly paid by long-distancc carriers on 

it t i~ i I f~c-scn~i t ive  basis ought to bc paid by end-users on a non-traffic sensitive basis 

Third, thc Commission should modily its rules to set ILECs’ access 

rhargc rate levels - z E ,  thc SLCs and switching charges paid by end-users. as  well 

LIS thc local (ransport and any possible remnining local switching charges paid by 

long-distanrc carriers ~ hascd on forward-looking costs, rather than embedded costs 

As the Commisswn has made clcar In recent access charge proceedings, It is 

possible to  asscss the reasonableness of access rates based on forward-looking 

costs $J/ Moreovcr, the Supreme Court has affirmed that forward-looklng 

economic cost-based rates can b i t  fully compcnsatory to the ILECs. 941 Such reform 

is overduc dnd should h e  adopted with respcct to all ILEC iiiterstatc access charges. 

Fourch. with rcspcct to futurc adjustmcnts in access rate levels, the 

Commission should considcr whether the existing price cap system that applies to 
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liui?-i,tiral I1,ECs should be applied tu the KLECs, or whether modifications to that 

svstvin might he appropriate Moreover, che Commission should consider whether 

10 :i<lopt pricing flrxibility rules comparable to, or different from, the measures that 

applj- t o  thc  Ixge r  ILECs I n  p:irtlcular, it might be appropriate to  use the receipt 

of higli-cost support by a cnmpctitivc ETC as  a "trigger" for certain types of pricing 

Ilc~xibllity for thc. I tLECs 

Finally, access charge issucs should be addressed in the context of thc 

peiidlng Intcrcarrrer Conzpcnsuhon proceeding. Westcrn Wireless supports the 

(:oinmission's objective of ultimately reducing all forms of Intercarrier compensation 

IV mi-o. ic nil requiring all carriers to recover revenues from their own customers 

Dither than from other carriers, Eliminating ROR regulatlon of the RLECs should 

1 :d i t a t c  the Commission's accomplishment of its goals In thls regard In particular, 

rcdtict lon of'lhe exccss~ve access charges collected by the RLECs will eliminate a 

cumpetitivc incquality from the rural marketplace, in tha t  ILKCs are  entitled to 

imposc  tariffcd R C C ~ S S  chargcs on long-distance carriers, but CMRS carriers arc  

pro1iibit.d from doing so Reduction of HLEC access charges will also lead to 

w:niioniir etficicncy and should bcnefit rural consumers, who currcntly suffer from a 

:;evodg distorted long-distance and local marketplace 

VTI. CONCLUSION 

For thv  rorc.g:olilg rcasvns, the Commission should take expeditious 

I.ivn tu phase out ratc-of-rcturn regulation as the basis for small and mrd-size 

ILECs' univc.rsal scrmce disburscincnts and access charges This would serve the 
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pd) l i c  intcrcst far more efficienlly -and would control the growth of the fund much 

inoi'c- cffcxtivcly ~ than soinc OS the anti-competitive proposals that  thc ILECs havc 

ad\r)c:ittd in the Joint Hoard Portahclcty Proceeding. Instead of the antiquated, 

incll' lricn~, a n d  an~i -compct~hve  system of ROR regulation, the Commission should 

dcwlop : I  regi~latory system based on forward-looking cost 
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Rate of Return Regulation: 
Problems That Can No Longer Be Ignored 

K a l e  c i f  Rclurn Hcgulation: A Failed Miidel of  Economic Regulation 

Wcbtcrii W i rc l cs  Corporatioii (“Wcstcrn Wireless”) addrcsscs thc thcorctical and 

pr~ictici i l  pioblciiis 11iai i cs t i l t  froiii tising ai l  ciiibcddud costirate o l  return mcthodology to 

i lctcri i i i i ic tii i ivcrsal x r v i cc  liiiidiiiz hi siiiallcr incuinbcnt local exchangc carricrs 

(“ILf~c‘s’’) i n  a scpardtc paper. “Rate ot’I<cturn Rcgulalion- A Failcd Modcl  of Econoniic 

l < c ~ u I ~ t i ~ i i i , ”  r c l c a d  uii June :, 1003 Wcstcrn Wirclcss showcd that carriers liavc both 

l l ic  ii icciilivc and ability to innniptila~c their crnbcddcd cost study results lo maxiinizc 

11icir universal scrvicc fund (“USF”) and/or 1ntcrst;itc access rcvcnuc and docuineiitcd 

iiislciilc‘cs 111 whicl i  thu Fcdcial Cominunicationz Commission rFCC“) has found that 

c.iiricr\  ha\^ done so Western Wirclcss iccoinmcndcd that rate of rcturn regulation for 

m a l l c r  ILECs he rcpliiccd by a system iii which USF paymcnts to fl1LECs arc based 011 

torward IookiiiS cconoiilic co\ts (’‘FLEC‘) Unti l  such tiine as an npproprlalc FLEC 

modcl can he dcvclopcd for siii;illcr ILECs. Wcstcrn also rccoiiiincndcd thal Ihc FCC 

c:siahlisli a stringent and coiiiprchcnsivc audlt program over ILEC cinbcddcd cost studics 

IO ciistirc iliu iiitegrity oi thc high cod fund mccliaiiisnis 

111 t h i s  I’apci, Wc\tcrn \Virclcs> further documents instances in whlch ILECs have 

~ i ia i i i pu la ld  (Iicir criibcddcd cost studics to nlaxiiiiizc their USF and/or acccs) revenue 

Titis riitic. hcslcrn W t ~ c l ~ s ~  Ibcuscd i t s  rcvicw on state coinmisston procccdings i n  

\vI i~ch lorgc or smal l  ILEC‘ cmhcddcd cost studics wcrc thoroughly scrulinizcd State 

cOi1i111is’1ioiis typically conduLt more comprehensive audits or rcvicws of carriecs’ cost 
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iliidic> tlmn d ~ \  NECA oi l l ic Commission, which, in itself, IS a problem and ra~scs thc 

i w i c  ut’ l a d  01’ fcdcral ovcrsighi of ILEC cost studies It IS highly l lkely that. if 

~ o i i d u c l c d  hy NECA or t l i t  FCC. thorough audils oflLECs’ LISF and access cost audlcs 

\\otild ic\,cdI prohlciii\ .1iiiiiIar lo those idcnlilicd by thc: 5tatcs licrcin (rhc problem with 

l l ic  ILECs’ icdcral cost studies would likely be o f  cvcn grcatcr magnitude given the 

Iiibtoric lack of oversigh0 

The cos1 s~udics rcvicivcd for this Paper wcrc submitted in dif l ixcnt types or 

piocccdiii:s riitc c a m ,  carnings ~ i i v c ~ t i g a ~ i o i i s ,  statc universal fund audits, and earnings 

sharing uILulcii ioii% under altcrnalivc rcgiilatory inleclianisins Thc lack of  oversight of 

ILEC tort studics IC a lso a problcm at the state l cvc l  bccause detailed rcvicws ofcarr lcr 

cosi submissions have bcconic less coininon in the last few years -- most states no longer 

rcgtilnrc ilic lorincr Bell Opcratirtg Cornpanic> (“DOC>”) on ;I ratc o f  return bas15 and 

i i i . i i t ~  \rates sitlicr nil loiigcr or do iiot acltbely regulate thc local r a t a  ofslnallcr I L K S  

u id /  or coopcr;ilivcs 

Tlic rcIiills of Wcstcrti Wirclcs’  rovicw of statc coninlisslon proceedings 

~ n ~ d v i t i ~  ILEC cost studics arc w i k i i i g  In vtrtiially all instances. significant problems 

\v i l l i  ihc ~ar i i c rs ’  cod ~ubii i issions wcrc idcnttficd that resulted i n  disallowances of 

spc~ilic co>t i~cnis andlor a ~cttlc‘nicnt \kith the carricr rcccivlng s~gnil icantly less than 

oingtiially rcqucstcd The :ibuscs uncovered included mistatcd affilmlc transaclions, 

ta~lurc io I d l y  2nd accurately idcntify and allocate nonrcgulatcd C O S ~ S ,  ~nclusion of costs 

iliiii wcrc 1101 rclaicd to Ihc pi-ovisioii of regulated service% and account~ii& 

i i i i s c h w  licalions 
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Kansas Case Study 

111 199X, llie Kansas Corporalton Conmission ("KCC") began a scrics of audrts 

arid p i c r d l  r i ik  ~ i i v c \ t t ~ t l i o n s  of Il.ECs that rcccivcd Katisas Universal Fund Support 

("KUSF") lo ciisurc Lliiil tlic Icvcl of support rcccivcd by each carrier was b u d  on 11s 

COS15 atid lliiil 11s ratcs w r c  j u s t  and rcnsonahlc Many of thcsc procccdinys resulted 111 

~ I tp~ i l ; i ~cd  ~cl l lcmcii ls M 1111 no dclailcd finding?, and coticlustons, bul simply a scztlement 

Ilia1 rcquircd the compmy lo reduce i t s  draw rroni the KUSF IO cltminatc cxccss 

inlr:i\liilc cartittigh 

J HN ' I ' c l q d ~ ~ c  Cotnpiiny The tclcpliotic company claniicd a revenue dcfictcticy of 

6572,917. bul artcr KCC' sci~i~iitiy o f  11s costs, JRN ciitcrcd into a settlcnicnl agrccmcnt 

Iliiit rcqutrcd II IO rcdircc iiilrabtalc revciiucs by $690.000 annually by  reducing I ~ S  draw 

~ i r r i n  tlic KUSF 

Wilson Tclcphoiic Conipanv The Iclcplionc company clatrned a rcvcnuc dctictency of 

5142.459, bur icachcd 3 scttlctiicnt wilh Ihc KCX' that rcqutrcd 11 Lo reduce Intrastate 

rcvctiiu by $I 48,000 ' 

C t,i\c.-Kan Tclcplionc Coopcrarivo 'Thc rclcphotic company clalmcd a rcvcnuc 

dcfictciicy o t  approximately 5300,000. but agrccd to reduce its tntrastatc rcvcnucs by  

5j0O.OOO in a ~ c t t l c n i c i i ~  w t l i  tlic KCC' 

- Blucslcni and Sitnflowci Tclcplioiil: Companies Blueslcm and Suiillower arc subsdiartes 

o t  F;ttrpotiil C,)iiiniuniciiliotis. a ini t l -mcd holding coinpaliy ' One o f  the p r ~ ~ i c ~ p a l  arcas 

o: conicniton u . i s  ihc tnrliiagcnicttt scrvicch agrccrncnl bctween thc tclcphone ccinpaiircs 

m d  lhc lioldtng company~hervtcc corporalton The nianagcment scrviccs agreement 

governed t l ic allociitton of cosls charged to the lelephotic conipanics for corporate and 
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i i imiigcniciil s c i v i ~ c ~  Tlic liiiding:. (if ll ic KCC arc icvcaling o f  the typcs of ishucs and 

1iioblciiir l l iar  can be uiicovcicd by a careful invcstigatioii of tclcphonc coinpany costs, 

t i i c l i i d~n~  ‘’ 

Fiiii i i icial advisory l‘cch paid 10 Faiipoiiil’i ~iivcstor/owncrs for advicc on equity 
l i i i a i i c i i i g  and w a l c g i c  planning of $I iiiillion wcrc allocatcd to thc telephone 
c(~i i ipai i ic \  Tlicsc wcrc dcciiiccl iiot related to thc provision of rcgulakd services 

The cost of slack bascd coiiipcnsutioii ($ I 2  3 inillion), essentially stock dividcnds, 
w i h  ullocalcd to i l ic  Idcphoiic coinpanics The staff b u n d  that “Ratc Basc rate of 
rckii i i  regulation doc\ iio1 rccognuc dividends as part o f t h c  revenue requircmcnt 
dclcriniiiation, tlici-cfbrc, lhc inclusion of this cliargc cffccl ivdy provides a rcturn 
to tlic cor orate paicnl and a rcturii or prol i t  above tlic authorized return, to the 
lllvcslol ’. 

Sonic iioiircgulatcd s u b d i a i i c s  (c g , Fairpoint Solulions) appeared to receive 110 

;illocution o f  corporate cos15 and sonic of the proposed allocatiou factors 
c lkcr ivc ly  resulted in iio costs bcing allocated to many nonregulatcd subsidiaries 
Some subsidiaries had zero or negative cost allocations 

I Ii\lorically, iiianngcincni fcc allocations wcrc based on rcvcnucs, wll icl l do no1 
n c c c s ~  i ly  rcllcct cost causation 

I i  was I c h  to thc General Manager’s discretion to deterniine which accot~iits 
slinuld bc chnrgcd the niaiiagcmcnt fccs, polcnlially coinproinising the integrity of 
l l ic compaiiics’ iiLcounls 

P 

Thc KSS stafl’s ~ccomnicndal~on was ilia1 only $10 6 ini l l ion o f  Fairpoint’s corporale 

cost$ sliould be iillocatcd io i ts  opcrating coinpan~cs, compared to the $34 2 ni i l l io~i  

Fiiirpuinl Iiad :illocatcd lor  i ts  2000 tcsl ycnr Undcr thc selllcnicnt agrccment rcachcd 

v, It l i  Rluc\tciii and Sui i f lowcr,  the (clcphonc cornpanics wcrc rcquircd to rcduce thclr 

d iaw l ion1 the KUSF to m o  

Sourlccrn Kansis7’clqhonc Company 111 i ts review of Southern Kansas’ coht studies, the 

K(‘C ui icowiud other ingenious altcmpts a misallocation of costs, iiicludiiig X 

Soulliein Kansas claiincd dcfcrrcd iiicoiiic tax asset included thc cffccrs of iax 
liiiiiiig dilkrmcch rclntcd lo iioiircgula(cd expcnscs 
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Soullicrn Kaiisns claiincd dcprccintmn cxpcnsc 011 plan1 that had bccn Cully 
dcprcciatcd 

Swlhcl-11 Kiin.;as failed IO rctlcct a known and incasurablc Increase i n  fcdcral USF 
k l r  lhc pcriod whcn KUSF would be paid and rates would be 111 elkct 

Pnyiiicnts lo a consulling gtoup that focuscs 011 h i n l l y  rclationships and the 
dyiiamics of faniilics working logcthcr had not bccii h o w n  to bciicfit rcgulatcd 
r;ilc:paycr\ 

111 tlic und, thc KCC Ibuiid that Southcrn Kaiisns had over carnings in cxccss of 

$?.82X,214 

I<uial Tclcidioiic CoinDany Thc KCC found thc follow~ng traiisgrcssions on the part of 

I<uinl ‘I’clcphoiic Coinpiny ” 

C‘Liiiiicd niorc pmpcrty lax cxpcnsc than i t  had actually paid during thc lest year 

Cnlculatcd 115 dcprcciatioii cxpcnsc on its largest oulsidc plant accouiits using 
dcprcciatioii r a m  iii cxccss oII‘thosc pcrinitlcd by the KCC 

included lobbyin!: and corporatc iinngc advcrtising cxpcnscs,  cos^ that bcnctit 
thc company. nor Ihc rcgulatcd ratcpaycr 

.A5 a r c d l  of IIicsc, and other adju\tiilClitS, the KCC found that Rural had cxccss 

i i imsti itc icvciitics of $SO 1.533 



California Case Study 

Thc C.iliioniia Puhlic \Jtilittc? Coii imision's (CPUC) Oftice of Ratcpaycr Advocalcs 

(ORA) conductcd :in c x t c i i ~ i v c  md i t  o f  the arl i l iatc and noiiregulalcd transac~ions or 

Koscvil lc Tclcphuiic Company ("RTC"') and uiicovcrcd the following irnpropcr 

: l l l ~ l c ~ l l ~ n b  OI'LusIs 1(1 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

RTC's CEO. CFO and tlicir 5tafI"s had allocarcd only 8 out o f  31,000 liours to 
aftilintc and iioiiicgula~cd operations 

RTC's VP ol' marketing had donc w m c  work for Roscvillc Cablc, but thc costs 
wcrc 1101 properly assigncd to R o v ~ i l l c  Cablc 

KTC: failcd to aabtgii any accounting. budget and finance dcvclopmcnt cosls and 
thc rcvcnuc accounting managcr'~ t in ic  to Roscvillc Long Distance. 

Rl'C liad allocated i t j  inioimalion ~c rv i cc>  costs based on out of date and 
iiicorrcctly dcvclopcd ciid iiscr scrvicc order, payincot and collcc1101i factors that 
undcrallocalcd KTC's coniptilci infr~structure costs lo affiliates and unregulated 
opdr;rtiuiis 

Thc cost o f a  valuation btudy rclalcd to Ihc transfcr o f  RTC's wircless iiileresls to 
mi uiircgtilatcd af f i l ia te  were chargcd to RTC 

RTC h l c d  to bill Roxv i l l c  Cablc fur rcgulatory costs Incurred for Roscvik 
Cable 

Al ;~im Monitoring ~ W I S  wcrc inappropr~a~cly bookcd 111 RTC'b regulated 
accuiinl\ 

Eniploycc health insuraiicc cobts I"or a n  uiircgulatcd affiliate wcIc p a d  by RTC 

RTC' liad bookcd the costs of Institutional and goodwill advcrtlsiiig in 11s 
rcgulatcd xcounIs, in dirccl coiilravcntion of CPUC policics 

I U C  failcd to bill a ~ubstiintial portion ofthc costs to cstabltsh i t$ long distmcc 
aff i l i i i tc  to that all i l iatc 

RTC' charged Its wircIcss affiliatc a niarkcl rate for ollicc space ralhcr than a fully 
di.;tuhuwd cost bawd rate as rcquircd by l l ic  CPUC' 
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